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CENTRAL INTELLIGENCE AGENCY
Directorate of Intelligence
8 January 1971

INTELLIGENCE MEMORANDUM

The European Community and the European Neutrals

Summarx

In addition to negotiating with candidates for
membership, the European Community is conducting
talks with non-candidate European countries seeking
"special ties" with tne Common Market. Among them
are Austria, Switzerland, and Sweden--states which,
although simiiar '‘to the EC members in political and
economic stature, have problems in coming to texrms
with Community objectives and methods because of
their neutrality. The nature of the neutrals' in-
dividual problems differs, but in general these states
share a concern over maintaining the credibility
of a neutrality they fear could be compromised were
they to participate in decision-making within a su-
pranational organization. On the other hand, they
fear the economic consequences of being shut out of
a Community expanded to include their major European
Free Trade Association (EFTA) partners. The Com-
munity, for its part, is anxious to find arrange-
ments with the neutrals that will not hamper its
own movement toward political unity, but also will
not be so cumbersome as to interfere with its de-
cision-making processes. The exploratory talks now
under way with the neutrals will seek to resolve am-
bivalent attitudes on both sides. At the moment no

Note: This memorandum wae produced by the O0ffice
of Current Intelligence and coordinated within the
Directorate of Intelligence.
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one has a very clear idea of how ultimate arrange-
ments between the Community and the neutrals will
look. The Soviets, meanwhile, may wonder what ir-~
pact a Community flexible enough to accommodate the
neutrals might have on Eastern European countries;
and the US l.as an interest in preventing any dilu-
tion of the political content of Community develop-
ment, while at the same time keeping to a minimum
the extension of preferential trading arrangements
which have no prospect of increasing political un-
ity.
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Background

l. Switzerland, Sweden, and Austria are now
seeking in negotiations with the Community to de-
termine the form and content of their future rela-
tionship to the Common Market. Both the Community
and the ncutrals hope that any arrangements they
can devise will not lead to the reinstatement of
trade and tariff barriers between the neutrals and
their former ErTA partners should Britain, Ireland,
Denmark, and Norway be admitted to the EC., More-
over, the neutrals hope that their exports will have
access to the EC market on terms not markedly less
favorable than if they were to become full members.

2. On both sides, however, there are impor-
tant and possibly overridirg political limitations on
how these objectives can be achieved. The neutrals
want whatever arrangements they entar into to leave
their neutrality credible. The Community, for its
part, does not want special arrangements to jeopard-
ize its decision~making process nor to impede its
evolution toward politically effective unity. As
the EC indicated in the statement read at the open-
ing of talks with each of the EFTA non-candidates:
"the Community considers that in seeking solutions
to the problems raised, the autonomous decision-
making power of the enlarged Community, its common
policies, the efficiency of its functioning and its
prospects of development should be completely safe-
guarded."

3. A Commission official recently said that
to fit the neutrals into the Common Market on mu=
tually acceptablé terms will be’ like trying to square
the circle. Both because of their economic and po-
litical stature and because of their neutrality,
the neutrals cannot easily accept arrangements that
would subordinate them to decisions made by the full
members of the Community and its institutions. But
the greater the neutrals' claims to equality in the
relationship, the more difficult it is to satisfy
the conditions laid down by the Community.
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4. In the communiqué issued in The Hague fol-
lowing the meeting of heads of state and of gove .~
ment of the Six in December 1969, the states apply-
ing for membership in the Communities were charac-
terized as those accepting the Community treaties,
their political objectives, and the decisions taken
since the entry into force of the treaties. For

. those countries which could not or would not meet
these qualifications, the Six held out the possibil-
ity of "special ties," however, and offered to dis-
cuss with them "their position in relation to the
Community." Despite the Community's hopes that the
neutrals would themselves define the form of the re-
lationship they sought, the three have taken full
advantage of this open-ended invitation. In fact, in
their initial presentations in November, the neutrals
expressed a strong preference for determining the
commercial and economic content of their spccial ar-
rangements with the EC before the "institutional
rules of procedure" (as the Swiss put it) are de-
cided.

5. Clearly, however, movement from explora-
tory talks to actual negotiations cannot be made
before both sides know what sort of agreement is
being sought. In practical terms, this means a de-
cision to negotiate either a trade agreement, an
association arrangement (Article 238 of the Rome
Treaty) "embodying reciprocal rights and obligations,
joint actions and special procedures," or full mem-
bership (Article 237).

6. Although a variety of arrangements would
be ccinceivable under each of these rubrics, none of
the neutrals has definitely chosen to opt for any
one of them. The three take their neutrality seri-
ously and they clearly are aiming for the greatest
economic advantage at the smallest cost in their
political sovereignty. In addition, each has reas-
ons peculiar to its own situation for not wanting
to face head-on the substantial political problems
entailed in collaboration with the Community.
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7. On the one hand, the neutrals have felt
encouraged by the lack of progress among the Six
toward a more meaningful political union, competent
in foreign and defense as well as economic policies.
Also, the movement toward detente in Europe, they
seem to feel, has made their neutrality appear a
more constructive factor in this prospective coming
together. 1In this regard, they note that the Hague
communiqué stated that collaboration within the Com~-
munity should in no way impede efforts toward de-
tente and broader contacts in Europe as a whole.
Moreover, the day the neutrals opened their talks
with the Six, West German Foreign Minister Scheel
emphasized at a press conference in Brussels--in
his capacity as EC Council president--that the neu-
trality of the three constituted an advantage for
the rest of Europe.

8. On the other hand, the neutrals are fully
aware that the Community is fundamentally political
in character, that it involves the progressive
abandonment of national prerogatives to the supra-
national level in certain matters of economic and
commercial policy, and that Community law takes
precedence over national law in areas where the Com-
munity treaties apply. They also must recognize that
a functioning and active Community is increasingly
dependent on development of its own "constitutional"
system and that the benefits they seek from their
arrangements with it will depend ultimately on the
Community's ability to function--an ability which
could be hampered by their desire to be, as it were,
closely associated at arms' length. VYet, because
they cannot subordinate their own policy-making
machinery to that of the Community, they are forced
to seek special consultative arrangements or agree-
ments derogating from the automatic application to
them of Community policies. Such special arrange-
ments might ultimately constrict or deny the Com-
munity's own autonomy. '
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Austria

9. In his presentation of Austria's views to
the Community on 10 November 1970, Foreign Minister
Kirchschlaeger agreed to the condition laid down by
the Six that arrangements made with the non-candi-
dates for membership should respect the Community's
commitments under GATT Article XXIV, which permits
preferential agreements if they lead to the forma-
tion of a customs union or free trade area. He thus
agreed that any accord should lead to the removal
of all trade barriers, quantitative restrictions,
and similar obstacles to trade. With regard to ag-
riculture, however, he alluded to "particularly dif-
ficult problems" and spoke of achieving free move-
ment of such goods "at a suitable juncture." Vienna
is also interested in technical and economic coop-
eration outside the trade sactor and, specifically,
in "forms of closer cooperation" in economic plan-
ning and monetary policy.

10. Nevertheless, Kirchschlaeger said, Aus-
tria's neutrality would imply non-participation in
any Community action vis-a-vis third countries if
these actions had other than an economic basis.
Moreover, in times of grave international tension
or of armed conflict, Aus¢tria would have to have
the right to suspend certain or all obligations of
its agreement with the EC, and under agreed proce-
dures, even to denounce it.

11. Austria's permanent neutrality has its
basis in a constitutional law of 1955. However,
Austria's agreement to declare its neutrality was .
in fact a condition of Moscow's signing the Austrian
State Treaty ending the four-power occupation. The
political basis of Austria's problems with respect
to European integration is thus quite different
from that of its neutral Western neighbor. Switzer-
land is no longer surrounded by hostile great powers,
and considerations ¢ :riving from its federalism and
attributes of direct democracy come to the fore-
ground when it contemplates links with the Community.
Austria's situation, om the other hand, is that of
a state located between NATO and Warsaw Pact coun-
tries, whose "independence" is strongly valued by
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Moscow. Although the State Treaty does not pre-
scribe neutrality, and Austrian leaders frequently
assert their sole right to interpret Austrian neu-
trality, Vienna is sensitive to Soviet opinion.

The State Treaty's vaguely worded "anti-Anschluss"
Vi article, moreover, provides the Soviet Union a fre-
BN quently used pretext for admoaitions against arrange-
. ments with the EC which it claims would be tanta-
mount to German "hegemony" in Austria.

12, The Soviet Union's attitude is the major
reason why Vienna prefers to defer discussion of
the political structure of its eventual relation-
ship with the Community, just as it hopes that mov-
ing simultaneously with the other neutrals would
ease its problem with the Soviets. The Soviet con-
sideration also provides the rationale for Vienna's
interest in a free-trade area type of solution to ,
ties with the Community. At least Vienna wants a '
solution that will not interfere with its freedom
of action in trade with the Communist bloc. Soviet
pressure is likewise in the background of Vienna's
demands for independence within the eventual de-
cision-making machinery of an arrangement.

13. The difficulty of squaring this particu-
lar circle was evident in the abortive association
negotiations of 1962-68 when the Community and
Austria went to near fantastic lengths to devise
pclicy and judicial mechanisms that would preserve
each side's freedom of action. It may be that in
R Austria's case, in particular, definitive arrange-
L ments with the Community will have to await a closer
o approximation to general detente in Europe than is

present today. Meanwhile, hopeful as always, Vienna
would like to believe that Bonn's Ostpolitik will
gradually bring the Sovie’. Union into greater con-
tact with the Community and thus make Moscow less
likely to criticize Austrian ties.

l4. Separate from the talks cn special ties,
the Community has recently begun to negotiate a
"partial, interim commercial agreement" with Aus-
tria. Neither side appears very sure of exactly
. what relationship this agreement, if it can be suc-
. cessfully negotiated, will bear to the "global" ar-
. rangements Vienna is seeking together with the other
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EFTA members. It could be implemented prior to the
latter arrangements and constitute the first step
toward a customs union or, more likely, a free
trade area.

Switzerland

15. In March 1970 a Swiss foreign office of-
ficial stated that his government "could not accept
the Rome Treaty with all its implications, nor, on
the other hand; could it maintain the status quo."
This position was amply reflected in Switzerland's
presentation to the Six in November.

l6. Switzerland's heavy reliance on trade with
the EC argues for maintaining and improving the mar-
ket for Swiss goods as the Community expands and
develops.  However, a bid for full membership is un-
realistic at this time because of existing legal and
political bars that are inherent in Switzerland's
permanent and internationally recognized neutrality.
One of these factors is Swiss federalism, which
gives the cantons responsibility for handling a
wide variety of problems commonly under the juris-
diction of central governments in other European
states.  Another is the Swiss-style direct democ-
racy, which, among other things, means that any
measures of a permanent character must be sub-'
mitted to popular vote. Still another is that le-
gislation can be initiated directly by the people.

17. Despite these factors, Swiss attitudes
toward European integration have evolved consider-
ably in recent years, with some elite opinicn indeed
advocating full membership in the Community. But
given the sizable conservative sentiment in Switzer-
land, recently demonstrated ~n the outcome of sev-
eral referenda not unrelated to Community policies,
the federal government no doubt feels it will have
its hands full just in trying to obtain approval
for the more limited arrangements it believes arc
necessary.
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18. Foreign Minister Graber nevertheless
stated in Brussels that his government did not want
"to limit too much from the start the ranye of pos-
sible solutions" to the problems of Switzerland's
participation in European integration. He foresaw
a dismantling of nearly all the barriers to trade
between Switzerland and the EC-~in conformity with
GATT rules authorizing preferential agreements--but
also alluded to the necessity of safeguards for
Swigs agriculture, which is heavily protected.
Switzerland wants extensive cooperation in fields
such as insurance, rights of mutual establishment
of enterprises, technical barriers to trade, as
well as in eliminating such sources o< distortion
of competition as cartels and state suusidies.

Also tne Swiss seek cooperation in the economic
and monetary areas with which the Community is
attempting to come to grips in its projected mone-
tary uniorn.

19, The Swiss maintain that the special re-
lations they seek should not adversely affect the
decision-making mechanisms of the enlarged Commu-
nity, and they say they want to participate actively
in decisions within the limits set by their neutral-
ity and political institutions. Neutrality, how-
ever, would requir2 that Bern negotiate and con-
clude tariff and trade agreements with third coun-
tries on its own and that Switzerland appear in its
own name in international economic organizations.
These requirements would dictate a preference for
a free trade area rather than a customs union, which
has its own external tariff wall. They would also
prevent Switzerland's participation in the Commun-
ity's common ccmmercial policy.

20. Wwnen the Swiss claim that there are "many
modalities of cooperation" for the participation
they seck, they presumably have in mind legal con-
ventions such as the draft European Patent Conven-
tion or international codes under OECD or Council
of Europe auspices. From a constitutional point:
of view, the Swiss would have trouble acceding to
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a convention such as the Rome Treaty, which has no
abrogation clause, Nevertheless, there is evidence

Community at this time would only be a first step
to a deeper involvement, Indeed, even Graber's
Brussels presentation rerers to "an arrangement
which can be developed as is called for by the dy-
namism of modern economy, "

Sweden

ments of all factions, even those favoring the gov-
ernment's course of seeking as comprehensive an
arrangement as possible with the community,

22. As have the other neutrals, Sweden has
left open the form of the relationship it seeks,
This is, in a Sense, an "advance" from its origi-
nal 1962 application for association, resulting in
part from the realization that association would
amount to satellite status and also perhaps from a
belief that, as the Swedish ambassador to Washing-
ton said last June, "the idea once popular that the
Common Market would develop into a political fed-
eration seems dead." Such a belief was especially
prevalent during the ascendancy of Gaullist attacks
on supranationalism.

tain amount of ambiguity in the government position
may hold down dcmestic political debate, 1p fact,
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this ambiguity has markedly increased since Palme's
loss of a parliamentary majority in the September
1970 elections. In seeking a postponement of any
decision on the nature of Swedish links to the
Community, moreover, Sweden obviously hopes--as the
US Embassy has pointed out--that discussion of eco-
nomic subjects will reveal such extensive inter-
mingling of Danish-Norwegian interests with those
of Swéden that there will be general agreemen“ on
the need for some arrangement between Sweden and

an EC enlarged to include these countries. Sixty
perceunt of Sweden's exports currently go to the
countries which would constitute the future Com-
munity of ten.

24. With all its studied ambiguities, the
Swedish presentation in Brussels still went further
than that of Austria or Switzerland in indicating
acceptance of major features of the Community.

Thus Stockholm is clearly opting for a customs
union relation at the least, and it would have

few problems in adapting to the common agricultural
policy.

25. Sweden nevertheless reasserted the con-
tinuing validity of its declarations to the Com-
munity made in 1962 and 1967 emphasizing the obli-
gations of a neutral state and stated specifically
that it "cannot participate in such forms of coop-
eration on foreign policy, economic, monetary and
other matters which, in our judgment, would jeopard-
ize our possibilities to pursue a firm policy of
neutrality." Further, there are "limits to Sweden's
possibilities to accept a transfer of the right of
decision-making from national to international in-
stitutions within the framework of an economic and
monetary union."

26. Inasmuch, however, as Sweden also recog-
nizes the importance of cooperation on all the non-
tariff aspects entailed in economic integration and
has made clear that it will not be satisfied with a
mere commercial agreement, there is some mystery
about how Stockholm believes policy coordination
can be achieved. One possibility that arises from
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the ewphagis in Sweden's presentiotion on the many
areas in which the objectives of Swedish and Com~
munity policies already coincide is that Sweden en-
visages parallcl adoption under Swedish law of Com-
munity regulations. This might be an answer to the
problem of legal sovereignty, but it would seem still
to leave open the crucial political quescion of ad-
equate participation in decision-making.

Z7. In summary, pro-integration thinking in
Sweden has been evolving toward a bid for full mem-
bership, albeit with "neutrality reservations."
Second thoughts, however, about how non-political
even the present Community is were inspired by the
Davignon Report, which set the guidelines for the
recently established foreign policy consultations
among the Six, and by the Werner Group recommenda-
tions for an economic and monetary union by 1980.
Moreover, EC Commissioner Denjau's recent visit to
Stockholm served to “hrow cold water on Sweden's
interpretation of full membership. Deniau told the
Swedes that economi.c integration would be followed,
in the long term, by political integration; thus,
adherence to the Community treaties "requires a cer-
tain psychological pPreparedness to accept the ideas
of integration in their entire breadth." Although
the Swedish Government may still hope ultimately to
reach some agreement "approximating" membership, it
probably is aware that it may have to ask for a cus-
toms union in which decision-making would be handled,
as it is in the Community's association arrange-
ments, in a joint Council.

Member-state and Commission Attitudes

28, There is a sincere desire in all Community
circles to affiliate the EFTA non-candidates for mem-
bership, including the neutrals, with an expanded
Common Market. There is also a consensus on what
is undesirable~--i.e., arrangements which would de-
tract from Community cohesion and greatly complicate
decision-making. For example, none of the members,
and certainly not the Commission, can welcome the
prospect of having to manage a different type of
linkage for each neutral, each type having a distinect
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apparatus for policy coordination. Nevertheless,
there are differences among the Six about what may
be acceptable. Some of these differences are
founded in economic interest, but some reflect
basically different political attitudes toward the
Community,

29. Majority opinion within the Community
almost certainly would not share the position taken
by some Swiss and Swedes that neutrality should be
s . no obgtacle to membership as long as the Six prac-
S tice different and even divergent foreign policies
A and that it should be unacceptable only on the con-
AR dition that the Community was itself on the way to

e political union. Most officials would hold with a
viewpoint, represented most strongly by the Commis-
sion and the Dutch, that tends to see less impor-
tance in the present state of the Community than in
the possibilities for future development, which,
officials say, can be safeguarded by demanding more
than lip service to the pciitical objectivas set
down in the Community treaties.

30. In contrast to the view ¢entering on the
danger to the Community of including members that
enter "with reservations," French officials seem
more worried about the dangers of "diluting" the
Community with a proliferation of association
arrangements. They have accordingly encouraged
Swedish and Swiss applications for full membership.
In addition, the French seem to fear that the ex-
pected non-participation of the neutrals in the
common agricultural policy would tend to transform
the Community into a free trade area. Paris' atti-
tude, however, is probably also influenced by mixed
political motives. One French official has argued
with the US Embassy that Swedish membership, even
with a neutrality reservation, would in the long
ey term overcome Swedish neutralism. Whether or not
o this is a sincere argument (it is the direct oppo-
- : site to Dutch Foreign Minister Luns' often expressed

disdain for contaminating the Community by Swedish
neutrality) there may indeed by something to it.
Given French attitudes toward Community suprana-
tionalism, the French position on full wembership
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for Sweden and Switzerland may also reflect a more
immediate French aim of gaining presumed allies a-
gainst strengthening the Community's central insti-
tutions.

Outloq&

31. In mid~December 1970 +he Commission began
the first rcund of bilateral exploratory discussions
with each of the three neutrals. Two more rounds
will probably take place before June 1971 and, in
the meantime, joint working parties will pursue in.
detail the questions raised at the more formal talks.
The Commission now hopes to report to the Council on
the exploratory talks in Moy and the Council will
have to discuss these results in the context of the
status of the enlargement negutiations at that time.
A decision on opening formal negotiations is thus
not likely before mid-1971.

32. BAs a French official observed recently in
a conversation with the US Embassy, "the landscape
is strewn with unacceptable proposals for the EFTA
neutrals." Until the situation is--perhaps--clari-
fied by the exploratory discussions, it would seem
safest to assume that ultimately the Community will
be faced with choosing the least unacceptable ones.
What the Community wants will presumably be deci-
sive inasmuch as, if enlargement of the Community
by addition of the four membership candidates seems
assured, the EFTA non-candidates will be under great
pressure to reach some agreement of their own., Never-
theless, some compromises with the decision-making
efficiency of the eventual arrangements seem inevit-
able if only because uniformity is unlikely. It is
quite possible that some or all of the agreements
may have aspects which make them dubious on GATT
grounds, although presumably if that is the case
their interim uature will be stressed.

33. In a longer term perspective, any agree-
ments reached with the neutrals will be evolving re-
lationships. The evolution will depend on over-all
political factors in Europe influencing the develop-
ment of East-West détente, but also on the "costs
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to some kind of "association" will almost surely be
dissatisfaction with inadequate participation in
decision-making. The Community, for its part, will
probably hope that its own enlargement to ten mem-
bers will provide enough economic strength and suf-
ficient institutional reinforcement that arrange-
ments with non~members will not prove a distraction,
and that the Community system will be the pole of
attraction for the neutrals.

34. The Soviet Union is not favorably disposed
to the expansion of the Common Market's influence,
either through enlarged membership or preferential
arrangements. Thus it tends to regard adherence by
the neutrals in whatever form as adding to the Com-
munity's power and reducing neutralist sentiment in
Western Europe, rather than as potentially weakening
Community cohesion. Moreover, the Soviets may also
wonder whether a Community that was flexible enough
to bring in the neutrals would not look alluring to
Eastern Europe. The USSR would probably be more
satisfied the closer the neutrals' arrangements come
to mere commercial agreements.

35. For the US, the problem of the neutrals'
accommodation by the Community is directly related
to the rationale for US support of European unity.
The major reason for this support has been to en-
courage the development of the Community toward
political and defense unity. Such development
could be compromised if the neutrals gained mem-
membership without accepting the EC's political
goals. The US also has an interest in an efficient
Community, whose decision-making is not adversely
affected by demands from countries with ‘special
ties" claiming rights of prior consultation or par-
ticipation. Should the Community, for similar rea-
sons, and the neutrals themselves out of concern for

. their independence, reject ties that have political
overtones, however, the result may be arrangements
that conflict with another US objective: the pre-

. vention of preferential trading ties having no im-~
mediate prospect for increasing political unity.
This dilemma seems inescapable in the short run.
Over a longer period, it remains to be seen whether
or not the Community can elicit from the neutrals a
full commitment to its goals.
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